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THE Trend OF BUSINESS 


— continues to mount that the con- 
sumer has stepped up his buying. Total re- 
tail sales, seasonally adjusted, appear to have 
risen further in August from the record July 
level. Most of the sales uptrend since last 
spring has represented gains in the non- 
durable goods lines. Large chain stores in 
the food, apparel, and shoe fields reported 
especially good results during the summer. 
Residential construction, after a two-year 
downswing, gives some evidence of revival. 
Private housing starts in August increased to 
an annual rate of 1.0 million units for the 
first time this year. This compares with a rate 
of 960 thousand starts in the first half. 
This evidence of an increase in consumer 
outlays comes at a time when business capital 
expenditures have ceased to rise and appear 
to be moving onto a high plateau. Accord- 
ing to a survey by the SEC and Department 
of Commerce, plant and equipment expendi- 
tures increased by less than 1 per cent dur- 
ing the third quarter, and are expected to re- 
main virtually stable for the rest of the year. 


Behind the boom 


Since the 1953-54 recession the economy 
has undergone several successive bursts of 
spending. The persistent rise in total spending 
consists in large part of the steady gains in 
consumer purchases of soft goods and serv- 
ices and spending by state and local govern- 
ments. But these outlays have been augment- 
ed in varying amounts and from a variety 
of sources: initially by a surge in consumer 
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purchases of housing and then autos, closely 
followed by substantial gains in business out- 
lays for plant and equipment and increased 
inventories. National security expenditures 
also began to rise shortly afterwards. 

While these waves of spending have at 
times been cumulative in effect, there have 
been periods when increased spending in 
one segment of the economy has come to 
the fore as the major stimulus to business 
activity just at the point that the push behind 
expenditures in another area has eased. 

Outlays on capital goods both by business 
and consumers, together with changes in busi- 
ness inventories, are generally considered the 
most volatile and dynamic segments of pri- 
vate spending. The long life of capital assets, 
of course, is largely responsible for this 
volatility. A purchase this year may preclude 
a similar outlay by individual buyers for sev- 
eral years to come. Moreover, outlays can 
generally be deferred for a period, or stepped 
up, depending on such factors as the appeal 
of new models, consumers’ feelings of afflu- 
ence or sales prospects. And since credit 
plays such a big role in financing expendi- 
tures on hard goods, spending on long-lived 
products are not tied as closely to the flow 
of current income as are expenditures on soft 
goods and services. 


At the kickoff 


Consumer outlays for capital goods — 
durables and new housing — provided the 
major push to activity in the early part of 


the recent business boom. Follow- 
ing a decline in the last half of 
1953, personal expenditures on 
long-lived goods started to rise 
in the first quarter of 1954. By 
the end of the year, consumer 
spending for such products had 
surpassed an annual rate of 45 
billion dollars, 15 per cent above 
the level just a year earlier. 

Outlays on housing accounted 
for the biggest share of the 1954 
rise in individuals’ capital spend- 
ing. By the final quarter of the 
year, residential construction ex- 
penditures had gained 30 per cent 
from the end of 1953. 

Toward the end of 1954, con- 
sumer outlays picked up addition- 
al steam as expenditures on dur- 
able goods accelerated. Although 
increasing gradually since the 
start of the year, expenditures on 
durables increased sharply follow- 
ing introduction of the new model 
cars in the autumn of 1954. By 
the third quarter of 1955, indi- 
viduals were buying autos and 
auto parts at an annual rate of 
18.5 billion dollars, compared 
with 12.5 billion a year earlier. 
Sales of new cars reached 7.2 mil- 
lion units in calendar 1955, a fig- 
ure that remains unchallenged. 

Total outlays for consumer dur- 
ables and new housing combined 
reached a peak in the fall of 1955. 
At that time the 54 billion annual 
rate of expenditures was one-third 
more than such spending in early 
1954. During the same period the 
nation’s total output had in- 
creased by 10 per cent. 
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Over the past year and a half, total pur- 
chases of investment goods by consumers 
have shown only small changes. However, 
outlays for residential construction continued 
to decline through the second quarter. Sales 
of durables, on the other hand, have in- 
creased somewhat over the past year. Auto 
outlays during the second quarter slipped 
from the January-March rate, but were still 
above the highest quarter last year. 


Business takes over 


As the rise in consumer expenditures on 
hard goods began to slacken, business spend- 
ing on inventories and capital goods accel- 
erated. Beginning in the spring of 1955, 
businessmen’s plans to modernize and ex- 
pand capacity were reflected in a sizable 
boost in purchases of tools and machinery, 
and at the same time, the pace of inventory 
accumulation increased. The upsurge in cap- 
ital expenditures continued through 1955 
and 1956. By the end of last year business 
was spending at an annual rate of 30 bil- 
lion dollars on durable equipment, 9 billion 
above the early 1955 level. 

Business construction was also rising over 
this period. Although growing at a slower 
pace than expenditures on equipment, out- 
lays for new piants racked up a 20 per cent 
gain. As a result, total business capital expen- 
ditures from early 1955 through 1956 in- 
creased by a third and accounted for 25 per 
cent of the rise in total spending. 

Inventories rose throughout 1955 and 
1956. However, the rate of accumulation 
dropped sharply in the first half of 1957 and 
more than offset the continued rise in expen- 
ditures on plant and equipment. 


Federal spending also volatile 


Federal purchases of goods and services — 
that is, excluding welfare and subsidy pay- 
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ments and interest charges on the public debt 
— likewise have experienced wide swings. 
By the end of 1954, Treasury outlays had 
dropped 16 billion dollars, on an annual rate 
basis, from the 61 billion dollar postwar peak 
rate recorded just a year and a half earlier. 
Since then, U. S. expenditures for goods and 
services have increased with defense outlays 
accounting for the biggest share of the rise. 
By midyear, Federal spending was running 
at a 51 billion annual rate. 

Federal spending may level off in the next 
few months. Attempts are being made to 
bring annual defense expenditures back to 
the 38 billion dollar level, 3 to 4 billion 
under the peak rate. On the other hand, 
Treasury outlays for assistance to the states 
under the Highway Act of 1956 will stimu- 
late construction expenditures. With the pro- 
gram just getting under way, allocations dur- 
ing 1957 are expected to total 114 billion, 
somewhat above the three-quarter billion 
1956 level, and these payments should accel- 
erate in coming years. 


Some sectors rise steadily 


While capital expenditures by both con- 
sumers and business have followed an irreg- 
ular course, consumer outlays on nondur- 
ables and services have steadily risen. From 
the end of 1953 through midyear, individuals 
increased their spending for soft goods and 
services from 200 to 244 billion dollars, just 
matching the 22 per cent growth in the na- 
tion’s total output of goods and services over 
this same period. 

The 2 to 4 billion increase each quarter in 
the annual rate of outlays for nondurables 
and services has been an important factor in 
the continual growth that has taken place in 
the economy during the past two and a half 
years. While not a volatile element, this 
spending has provided a significant support 


to economic activity and in all probability 
will continue to do so. 

State and local governments’ purchases of 
goods and services have also increased steadi- 
ly in recent years. Under the pressure of in- 
creased demand for services and rising costs, 
outlays by state and local authorities have 
been boosted to a level one-third above that 
of three years ago. Construction outlays, 


mainly for schools and highways, rose a bil- 
lion dollars in 1956. Needs for additional 
facilities of these types will probably cause a 
continued rise in state and local spending. 
Thus, while the course of the volatile seg- 
ments of the economy may prove to be hard 
to predict in the span ahead, the sustaining 
force of continued growth in the more stable 
segments of expenditure seems assured. 


Public assistance 


In prosperous times 


| to the needy under the Federal- 
state-local public assistance programs were 
running in mid-1957 at a yearly rate of about 
3 billion dollars. To many, it is paradoxical 
that the cost of the assistance program re- 
mains as great as this during a time of un- 
paralleled prosperity and diffusion of eco- 
nomic well-being, and well after the coming 
of age of the nation’s old age and survivors 
and unemployment insurance systems. 
Within the framework of the nation’s so- 
cial security program, funds have been built 
up out of payroll taxes and withholding to 
provide “earned” retirement and survivors 
benefits and compensation during periods of 
joblessness for persons covered by the plans 
and for their dependents. The public assist- 
ance programs, largely an outgrowth of the 
traditional “poor relief” and emergency relief 
measures of depression and pre-depression 
days, have backstopped the OASI and un- 
employment compensation programs, by 
affording protection to persons either not 


covered or not entitled to adequate benefits. 
With the progressive broadening of coverage 
and accumulation of credits under the con- 
tributory programs, the assistance program 
as a whole was expected in time to wither 
away or at least to become of greatly dimin- 
ished importance. Clearly, however, its sig- 
nificance is still substantial. 

Payments are made to roughly 6 mil- 
lion persons: 2.5 million 65 and over receive 
monthly old age assistance payments, 2.4 
million others — two out of three of them 
children and the rest adults caring for them 
— are on the rolls of the aid-to-dependent- 
children program, and about 700 thousand 
more are being supported wholly or in part 
by grants to handicapped and disabled per- 
sons and to others in need but not eligible for 
special assistance. 


Paying for public assistance 


Measured against the value of national out- 
put, or total personal income, expenditure 


on public assistance has remained relatively 
stable. Notwithstanding that the dollar cost 
of aid to the aged, to dependent children, to 
the blind and the disabled and to the omnibus 
category of persons eligible for general assist- 
ance has advanced year to year, slightly more 
than doubling since 1947, national product 
has grown at close to the same pace. At 1.5 
billion dollars, assistance payments in 1947 
came to .64 per cent of the 232 billion dol- 
lar gross national product. Last year’s 2.7 
billion dollar assistance bill amounted to .68 
per cent of the much greater 415 billion na- 
tional product. 

A good part of the explanation for the 
firmness of assistance costs lies in what has 
been happening to the nation’s population 
in recent years. Since the war, population 
growth has been concentrated among the 


Rise in monthly aid payments reflects 


postwar advances in personal income and prices 
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aged and the young. The “potentials” of the 
old-age assistance and aid-to-dependent- 
children programs, therefore, have grown 
more rapidly than the population as a whole, 
and especially the age groups that make up 
the “productive” work force. This situation 
will undoubtedly change, in time; before 
long the labor force — and with it, potential 
national product — should begin to advance 
more rapidly than the population segments 
accounting for the bulk of economic de- 
pendency. 


Assistance and business conditions 


Another reason for the climb in aid pay- 
ments, of course, is in the fact that the 
budgets of persons and families receiving 
assistance have been hard hit by the rise in 
prices over the years, just as others’ budgets 
have, and in some re- 
spects they have been 
hit even harder. Rent, 
food and medical care 
are items of prime im- 
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sistence” budgets pro- 
vided for people re- 
ceiving public aid. The 
prices of all three have 
risen more than the 
average for living costs 
as a whole during the 
postwar period. 

A further cause of 
the steady rise in total 
payments has been the 
gradual expansion in 
the depth and cover- 
age of the assistance 
programs. As national 
income has advanced, 
assistance standards 
have been raised 


& 


somewhat, but more 
importantly, the gap 
between nominal 
standards and the level 
of practical perform- 
ance has been nar- 
rowed as tax yields 
have risen under the 
impact of growing per- 
sonal income and 
spending. 

Case loads under 
the several assistance 
programs have shown 
varying trends since 
the depression years. 
The two major Feder- 
al-aid programs, old- 
age assistance and aid- 
to-dependent-children, 
generally expanded 
from their inception 
up to 1950, with some 
decline and later a rise 
during the war years. The ranks of old-age 
recipients have thinned out noticeably since 
1950 mainly because of the broadening and 
liberalization of the old age and survivors 
insurance program. The aid-to-dependent- 
children rolls, however, have held close to 
the level reached in 1950; in fact, there are 
more children receiving this kind of aid today 
than ever before. 

The program of aid to the blind, smallest 
and least costly of all the assistances, has 
experienced a steady, slow and almost unin- 
terrupted increase in case loads ever since it 
began. Similarly, the numbers receiving aid 
to the permanently and totally disabled, a 
new program inaugurated in 1950, have 
steadily grown, reflecting in large measure 
reclassification of cases from the state-locally 
financed general assistance program to the 
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new Federally-aided assistance category. 

General assistance case loads, not sur- 
prisingly, are highly volatile, responding 
more sensitively than those of the other pub- 
lic aid programs to the economy’s ups and 
downs. At the present, roughly 300 thou- 
sand cases are on the rolls, more than in 
1952 and 1953 and in the peak war years, 
but markedly less than the numbers enrolled 
during the setbacks of 1949 and 1954, not to 
mention the depression years. 


Assistance and social security 


Personal assurance of income security — 
by the accumulation of liquid savings to 
bridge periods of temporary joblessness and 
to provide income after work is no longer 
possible — in a sense may be classed as the 
individual’s first line of defense against eco- 


| 
| 
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nomic insecurity. Some persons, however, 
either cannot or will not make suitable provi- 
sion for their needs, and there have been 
times — the catastrophic depression of the 
Thirties being the most conspicuous and un- 
fortunate example — when even the best- 
laid plans of the best intentioned go awry. It 
was out of a recognition both of peoples’ 
shortsightedness and, frequently, their inabil- 
ity to shoulder all the risks they face, espe- 
cially those connected with economic instabil- 
ity, that the social security system developed. 

Today about 9 out of 10 of the gainfully 
employed, together with their employers, are 
contributing regularly to “social security,” 
the old age and survivors insurance program, 
by making regular payments which will en- 
title them and their survivors to income in 
old age and, by a recent enactment, to bene- 
fits during prolonged disability. Increasingly, 
private and employer-provided pension and 
insurance plans have come to be set up along- 
side social security and integrated with it so 
that many workers are covered by both forms 
of protection and will draw benefits from 
both sources. Most of the employed, roughly 
3 out of 5, also are covered by the Federal- 
state unemployment insurance system, under 
which employers contribute regularly to 
trust funds from which snort-term compen- 
sation is paid to the jobless. 

Unlike the OASI and unemployment com- 
‘pensation plans, public assistance is non- 
contributory; the cost is a charge on general 
taxes and not on payroll levies or other 
specifically earmarked revenues. The Federal 
Treasury shares about evenly with the states, 
and in some instances local subdivisions of 
the states, the costs of 4 of the 5 kinds of 
general assistance — the so-called “categor- 
ical” programs which are tailored to the 
needs of specifically designated classes of 
eligibles. In descending order of the rates 
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at which total dollar payments presently are 
running, these are programs for the aged, 
dependent children, the permanently and 
totally disabled and the blind. Unaided by the 
Federal Government and therefore financed 
by the states, frequently in cooperation with 
such local units as townships, counties and 
cities, is the “catch-all” general assistance 
program. 

Aid payments under all 5 of the programs 
are made on the basis of need. To qualify for 
assistance, the individual must meet a means 
test which ordinarily contemplates the prior 
utilization of any other financial resources 
available, including such assistance as im- 
mediate relatives can supply. In practice, 
the monthly award an eligible individual or 
family receives is based on an estimate of 
need, which in turn takes into account the 
actual payments that must be made for con- 
tractual services — rent, utility charges and 
the like — and a standard allotment for such 
other items as food and apparel costs and 
personal and medical care expenses. Typi- 
cally, the state administrative agencies peri- 
odically survey prevailing prices of food and 
other items in the assistance budget so that 
individual allotments can be adjusted, as need 
be, to reflect the impact of changing market 
conditions on recipients’ expenditures. 


The structure of dependency 


Many of the recipients on the rolls at any 
one time have been on for only a short time. 
Many are destined soon to leave the rolls. 
Still the fact that these people have been 
forced to resort to their last line of defense 
means that they have exhausted their own 
resources, perhaps those of their close rela- 
tives, and any forms of aid of other sorts — 
union welfare benefits and unemployment 
insurance, for example — upon which they 
may have had a claim. Some assistance, of 


course, goes to indi- 
viduals and families 
simultaneously draw- 
ing other benefits; fre- 
quently OASI or un- 
employment insurance 
payments alone prove 
insufficient to meet 
family “needs,” as de- 
fined by the public 
assistance standards. 

Eligibility to receive 
aid most often arises 
because of income loss 
when the head of the 
household leaves his 
job, whether because 
he has been laid off, 
become disabled or 
has died. Sometimes it 
comes about when the 
family budget is hit by 
an extraordinary ex- 
penditure. 

- Layoffs, at a time of 
general prosperity, are 
part of the price of the 
structural change a 
progressive and dyna- 
mic economy neces- 
sarily experiences. The 
more buoyant eco- 
nomic conditions are, 
the shorter the layoff 
will be, or the better 
the chance a dis- 
charged employee will 
have of readily finding 
another job suited to 
his skills. Sometimes 
readjustments of this 
sort are especially 
hard on specific local- 
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ities, such as the textile towns of New Eng- 
land, cotton farming areas in the Southeast, 
mining communities in southern Illinois and 
railroad operating centers, like Altoona, 
Pennsylvania. The problem faced by these 
places is that of finding new employers will- 
ing to move in and take up the slack, or of 
facilitating the outmigration of the populace 
to opportunities in more promising localities 
elsewhere. Meantime, with the progressive 
exhaustion of the other backstops against 
distress, public assistance plays a vital role. 

The disability or ¢2ath of the family bread- 
winner, the other leading cause of income 
interruption or cessation, unlike job loss 
through layoff, is in most instances a pri- 
vately insurable risk, at least up to a speci- 
fied ceiling in the case of disability. Still 
there are many who do not find it within 
their means or consistent with their other 
responsibilities to make suitable provision 
for such contingencies; moreover, some are 
not good risks, and for others, the protection 
that can be or is bought privately is not suf- 
ficient. Here again, public assistance comes 
to the rescue of the financially distressed. 


A price of social disorganization 


Continued growth in the cost of the aid- 
to-dependent-children program has drawn 
particular attention. Basically, this develop- 
ment has been symptomatic of the social dis- 
location that is another of the costs of rapid 
over-all economic advance. The abundance 
of job opportunities in the larger urban cen- 
ters has been a powerful lure to residents of 
farm areas, chiefly in the southern states. 
Growth of activity in the big metropolitan 
areas, in large measure, has been based upon 
the availability of an expanding labor supply. 

The abrupt transition from farm or small- 
town to city living often is upsetting to the 
newcomers, and congested and otherwise un- 
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satisfactory housing aggravates the problem. 
Family ties weaken under the strain; children 
frequently suffer neglect. Here the aid-to-de- 
pendent-children program has had an espe- 
cially important part to play. So long as the 
conditions persist which give rise to depend- 
ency among children, this program is likely 
to remain costly in dollars-and-cents terms. 


Eclipse of public assistance? 


The progressive liberalization of retire- 
ment benefits under the old age and survivors 
insurance system and extension of its cover- 
age to virtually all the gainfully employed un- 
doubtedly foretells a gradual lessening in the 
importance and the relative costliness of the 
old-age assistance program. Liberalized sur- 
vivor benefits under OASI, similarly, may be 
expected to diminish somewhat the burden 
borne by the aid-to-dependent-children pro- 
gram. Broadening of the states’ unemploy- 
ment insurance systems by increases in week- 
ly benefit payments and lengthening of the 
duration of benefits, moreover, should work 
to lessen the load on general assistance, espe- 
cially if the nation succeeds in avoiding pro- 
longed periods of widespread joblessness. 
Nevertheless, the aid programs can scarcely 
be expected to wither away completely; their 
shrinkage, furthermore, will probably be ap- 
parent more in case loads than in cost, at 
least in the near-term future. 

The contributory social security program, 
broad-gauged as it is, still does not provide 
total protection against the risk of income 
loss. Disablement by crippling injury or ex- 
tended illness, in particular, remain as threats 
to the family’s solvency. So long as gaps per- 
sist in the structure of contributory safe- 
guards — both private and public — against 
income loss, the noncontributory assistance 
programs are likely to remain a significant 
feature of the social security system. 
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Climb in time deposits 


W ith money as much in demand as it 
is these days, any increase in loanable funds 
is news. The biggest news in this regard 
over the past spring and summer has come 
from the savings windows of the nation’s 
commercial banks. Here, after rather unim- 
pressive gains in earlier years, time deposits 
have recently been mounting at a record 
peacetime rate. 


At the end of June, time deposits reached 
a new peak of 54 billion dollars, 6.7 per cent 
higher than on January 1. A year ago in the 
same period the deposit growth was only 2.7 
per cent — less than half as rapid. 

While growth of time deposits at commer- 
cial banks showed acceleration this spring, 
the growth of most other forms of individ- 
uals’ saving was smaller than a year ago. 


Anatomy of Midwest time deposits 


Time deposits consist mostly of regular passbook 
savings, but also include time certificates and other 
specialized types of deposit accounts. Although the 
various classes of time deposits differ in interest 
terms and the type of instrument evidencing owner- 
ship, they are alike in that the maximum rate pay- 
able by a bank is prescribed by the Board of Gov- 
ernors of the Federal Reserve System, and they 
are payable only after thirty days or, at the option 


of the bank, upon at least thirty days’ written 
notice of withdrawal. 


Regular savings accounts are for the most part 
limited to consumers and nonprofit organizations, 
while public and business groups may hold other 
types of time accounts. 


The gamut of these accounts in Seventh District 
member banks as of June 6, 1957, is as follows: 


million dollars 

Savings deposits 6,832.0 
Deposits accumulated for 

payment of personal loans 58.8 

Christmas savings and similar accounts 60.5 


Time deposits, open account, 


of trust departments of banks 141.8 
Time certificates of deposit 453.2 
Foreign holders (other than 
foreign banks) a 
Domestic holders 
Corporations and institutions 78.1 
Nonfarm noncorporate business 
Personal accounts of individuals 359.3 
Time deposits, open account 99.4 


million dollars 
Time deposits, open account (cont.) 


Foreign holders (other than 


foreign banks) 5.0 
Domestic holders 
Corporations and institutions 19.3 
Nonfarm noncorporate business 1.1 
Personal accounts of individuals 74.0 
Unclassified accounts of individuals 
and businesses 167.2 
U.S. Government deposits 
Deposits of states and local gov’ts 257.8 
Deposits of domestic banks 1.0 
Deposits of foreign banks 15.2 


Total time deposits 
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Deposits of mutual savings banks in the first 
six months of this year increased 2.9 per cent 
to 31 billion dollars, a somewhat smaller 
gain than the 3.6 per cent last year. Share 
capital of savings and loan associations rose 
7.1 per cent to 40 billion dollars, compared 
with an 8.6 per cent increase a year ago. 
Assets of life insurance companies also 
showed smaller gains. And sales of E and H 
bonds continued below redemptions; by the 
end of June individuals’ holdings were down 
2 per cent from the first of the year. 

But the slower growth in saving in these 
forms did not keep total individuals’ financial 
saving from rising; in fact, the Securities and 
Exchange Commission reported that individ- 
uals saved more in financial form during the 
first quarter of 1957 than in any quarter since 
World War II. And though the final figures 
are not yet available, preliminary estimates 
indicate that during the second quarter in- 


dividuals continued to expand their saving 
in financial assets. 

By some definitions, individuals also save 
when they purchase items of lasting use. If 
estimates of consumers’ financial saving are 
supplemented by allowances for saving 
through the purchase of homes and other 
capital assets, the resulting combined figure 
— published as personal saving by the De- 
partment of Commerce — has been running 
below previous record levels. 

In the second quarter, total personal saving 
was at a seasonally adjusted annual rate of 
20.6 billion dollars, about 200 million below 
last year’s second-quarter rate and 1.1 bil- 
lion below the peak rate in the fourth quar- 
ter of 1956, though disposable personal in- 
come continued to climb. The lower volume 
of total savings this ‘spring as against other 
periods, despite the new high in financial 
saving, reflects primarily the lower volume of 


Growth of time deposits at commercial banks 
accelerates in 1957, while other media lag 
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E ond H savings bonds life insurance equities 


savings and loan shores 


purchases of new homes and the slower rate 
of additions to unincorporated business in- 
ventories. Thus 1957 has brought a shifting 
of savings, not only among specific forms of 
financial saving, but also from physical to 
financial saving in general. In a period of 
inflationary pressures the latter shift is espe- 
cially desired. 


Factors of growth 


The strongest force pushing up consumers’ 
saving is the current high level of personal 
incomes. During periods of rising income and 
full employment more people are able to 
save and to save larger amounts. The growth 
in time deposits this spring and summer re- 
flects in part the nation’s prosperity. 

But time deposit balances also are affected 
by changes in spending. The decline in resi- 
dential construction and the decrease in con- 
sumer spending for big-ticket goods during 
the second quarter, for example, undoubtedly 
have added to the rise in time deposits. In 
addition, banks are vigorously soliciting 
savers’ dollars by offering increased interest 
rates along with so-called “fringe benefits,” 
such as paying interest more frequently and 
lower minimum balances. 

As of January 1, the maximum interest 
rate which member and insured banks are 
authorized to pay on savings deposits was 
raised to 3 per cent. Higher rates were also 
authorized on time deposits of 90 days or 
longer. In the ensuing months, a great many 
banks — including many of those not pre- 
viously at the ceiling — have moved their 
rates upward, in some instances to the new 
maximum. 

Banks, of course, are not the only savings 
institutions offering higher rates. More attrac- 
tive rates are being advertised by almost 
every savings outlet in the effort to entice 
additional funds and to forestall transfers of 
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funds. Competition in the savings arena has 
been keen, and the recent marked increases 
in yields on new investments have encour- 
aged savings institutions to include higher 
interest rates as one of their major appeals 
for additional savings. From the results thus 
far in 1957, however, it appears that banks 
have enhanced their appeal to savers more 
during this latest competitive round than 
have any other of the major savings outlets. 


Interest in interest 


Almost every study of consumer saving 
habits has reported that for many commercial 
bank savers the interest rate is a secondary 
concern. More often consumers state that 
they save in commercial banks because of 
the convenience of “one-stop” banking, the 
liquidity and safety of their accounts or the 
appeal of banks’ prestige. Yet an attractive 
interest rate, effectively promoted, may be 
the marginal reason for shifting funds from 
one savings institution to another, or from 
a demand to a time account. 
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Mindful of this ability of the interest rate 
to attract savings — but also sensitive to the 
expense it represents — banks over the years 
have used it with varying emphasis. During 
the Twenties banks, intensively competing 
for funds, paid relatively high rates of in- 
terest on time deposits. In many banks in- 
terest was paid on demand deposits as well. 
Time deposits were especially coveted be- 
cause of their expected greater stability, 
lower order of activity, and smaller required 
legal reserves, all factors which give time 
money a higher earning potential as com- 
pared with demand deposits. 

The attractive return offered on time ac- 
counts tended to coax a good deal of de- 
mand-type deposits into time form; it also 
drove many banks into investing in higher 
risk assets in search of higher earnings. The 
result was a bitter harvest following the 1929 
crash, with the combination of poor asset 
pay-outs, spurts of deposit withdrawals and 
an overhanging expense burden pushing a 
good many banks over the brink of failure. 

Against this background, the framers of 
the bank reform legislation of the Thirties 
included a prohibition of interest on demand 
deposits and specific provision for establish- 
ment of ceilings on permissible rates on time 
deposits. On the basis of authority vested 
with it, the Board of Governors of the Fed- 
eral Reserve System in 1936 set a legal ceil- 
ing of 2% per cent per annum for interest 
rates on passbook savings. Reflecting the 
low rate of earnings on bank investments dur- 
ing the depression years, and the plentiful 
supply of credit relative to demand, most 
banks reduced rates on savings deposits well 
below that ceiling. 

But in the postwar decade as business has 
prospered, the demand for credit has ex- 
panded. To help serve the strong loan de- 
mand, banks have again become ardent com- 
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petitors for time deposits and are utilizing 
interest rates as one tool in their kit of pro- 
motional efforts to attract additional funds. 


Midwest trends 


The large growth of commercial bank 
time deposits in the national savings picture 
has not been fully duplicated in the Midwest. 
Time deposits of Seventh District member 
banks increased 3.5 per cent in the first half 
of 1957. This was appreciably smaller than 
the 6.7 per cent gain for all commercial banks 
in the nation, which includes, among other 
things, the large increase in time balances in 
New York City, arising in part from foreign 
deposits. But though smaller than the U. S. 
gain, the Midwest rate nevertheless repre- 
sents a gain over a year ago, when the rise 
in time deposits amounted to only 1.7 per 
cent. 

However, data on regular savings de- 
posits, the major segment of time deposits, 
in commercial banks in 44 Midwest centers, 
show a somewhat more favorable picture. 
While varying greatly by area, the over-all 
total of the first-half gain was larger than it 
was a year ago, and the gain in the second 
quarter was larger than in the first quarter. 
Nationally, the second-quarter gain in time 
deposits of all commercial banks was smaller 
than in the first quarter of the year. This may 
indicate that the rise in time deposits at Mid- 
west banks is lagging the U.S. and that 
further gains may be forthcoming. 


After a rate increase 


Reports from Seventh District banks also 
give some indication of the effect of interest 
rate increases on the growth of savings de- 
posits. During the year ending in mid-1957, 
in 28 Midwest areas where the average in- 
terest rate on savings deposits moved up- 
ward, the rate of growth of savings deposit 


Savings inflow rose and withdrawals dropped in Midwest areas where 
banks raised rates; no consistent impact registered on demand deposits 
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balances stepped up also. In the 16 areas 
which showed no change in the prevailing 
interest rate during that time, aggregate sav- 
ings deposit balances sagged. 


where the average interest rate was raised to 
near the ceiling of 3 per cent. The impact of 
an interest rate increase on inflows was also 
evident, though milder in degree than the 


Both inflows and withdrawals appeared to 
be affected by the higher interest rates. Fol- 
lowing an increase in the prevailing interest 
rate in individual areas, there was a marked 
slowdown in withdrawal activity, indicating 
that the increase in rates encouraged a re- 
tention of savings in their current form. With- 
drawal activity was cut most sharply in areas 


change in withdrawals (see chart). 


Where did the money come from? 


The effect of a rise in time deposits upon 
a bank, its competition, and the community 
and nation at large, will vary sharply de- 
pending on how much of the deposit increase 
represents net new financial savings, or how 
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much is transfers from other media. How- 
ever, the available evidence does not permit a 
specific tracing of savings flows. A modicum 
of light is provided by data for a number of 
Midwest areas. These figures reveal no pow- 
erful relationship within individual commu- 
nities between the rate of growth of savings 
deposits and that of demand deposits. De- 
mand deposits do not appear consistently to 
be growing more slowly in those banks or 
centers where savings gains are sharpest, 
whether or not the latter were encouraged by 
interest rate increases. 

Reported short-term changes in demand 
deposits, however, are not dependable for 
purposes of such comparisons. For one rea- 
son, since demand deposit customers are 
both business firms and individuals, fluctua- 
tions in business checking account balances 
may obscure changes in personal accounts. 
Furthermore, demand deposit balances are 
affected by shifts among savings media and 
actions of the monetary authority. It is quite 
possible that these complications result in 
demand-to-time switches being concealed 
within the available figures rather than denied 
by them. 

Between time deposits and other liquid 
savings media, it seems quite likely that there 
are some continual flows of funds. But here 
again, available figures supply no sure clue 
as to the impact on such flows of the 1957 
resurgence in time accounts. Since returns 
from savings and loan associations and sav- 
ings banks remain generally higher than those 
from commercial banks, it is doubtful that the 
increases in the bank rates alone could cause 
much actual outflow from the former to the 
latter. Similarly, the progressive redemption 
schedule and modestly higher over-all yield 
of savings bonds mitigate against many cash- 
ins to shift to new time deposits. On the other 
hand, the fact cited previously — that in- 
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creases in rates paid by commercial banks 
seemed to be followed by a sharp drop in 
withdrawals — suggests that such changes 
could effectively slow any drain of funds from 
time accounts to other media. 


Savings serve 


Considering that the economy is in its 
third successive year of pressing credit de- 
mands, the larger flow of personal financial 
savings could scarcely have come at a better 
time. Chairman Martin, of the Board of Gov- 
ernors, summarized the situation in his recent 
testimony before the Senate Finance Com- 
mittee, “. . . a spiral of mounting prices and 
wages seeks more and more financing. It 
creates demands for funds in excess of sav- 
ings, and since these demands cannot be 
satisfied in full, the result is mounting interest 
rates and a condition of so-called tight 
money. If the gap between investment de- 
mands and available savings should be filled 
by creating additional bank money, the spiral 
of inflation which tends to become cumula- 
tive and self-perpetuating would be given 
further impetus.” 

In the process of restoring a balance 
between demands for credit and supplies of 
savings by means of adjustments not prejudi- 
cial to prosperous levels of business, 1957’s 
strengthened flow of financial savings is a 
significant step forward. 


Business Conditions is published monthly by 
the FEDERAL RESERVE BANK OF CHICAGO. Sub- 
scriptions are available to the public without 
charge. For information concerning bulk mail- 
ings to banks, business organizations and edu- 
cational institutions, write: Research Depart- 
ment, Federal Reserve Bank of Chicago, Box 
834, Chicago 90, Illinois. Articles may be re- 
printed provided source is credited. 


